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China has experienced a 30 years reformation and opening up policy, with the 
socialist market economic system model being established and gradually perfected, our 
government facing with the complex domestic and international economic situation, 
employ flexible economic regulation and control means including fiscal policy, monetary 
policy, and etc. to micro-control the periodic fluctuations in the running economy. They 
effectively promoted the healthy development of the national economy, and become 
world-renowned for its great achievements. However, we should also be aware that there 
are still many practical problems, such as a big income gap, insufficiency of domestic 
demand, irrational economic structure, low level of scientific and technological 
development, weak independent innovation capacity , and etc,. Since the second half of 
2008, the sub-prime crisis triggered the outbreak of the global economic recession. Our 
government decided to implement a proactive fiscal policy and moderate loose monetary 
policy and clearly put forward that by the end of 2010 the total investment will be add up 
to around 4 trillion Yuan. China once again re-started the proactive fiscal policy since 
1998. Both the intensity and scale of policy implementation are much higher than ever 
before. Under this background, it is of huge practical significance to judge whether the 
fiscal policy effectively regulate and control the running economy, to analyse the factors 
affecting the effectiveness of China's fiscal policy, as well as to study how to chose 
suitable fiscal policies. 
Based on the studies of the effectiveness of domestic and international fiscal policy 
as well as the relevant theories, this paper review and analyse China's financial policy 
implementation and effects ever since China’s reformation and opening up. Not only did 
we do the qualitative research on the effectiveness of our fiscal policy, but also 
quantitatively study the effectiveness of our fiscal as well as monetary policy. By using 
the methods such as VAR model and Impulse response function based on VAR model, 
cointegration, Granger test, etc. Our research reflects the strength of many  different 















and so on. Based on theoretical and empirical analysis, we comprehensively elaborate the 
factors which constraint the effectiveness of China's fiscal policy. Those factors mainly 
includes government behaviour, multiplier effects of the fiscal policy, crowding out effect, 
time lag effect, fiscal policy object and market economic environment. And put forward 
the corresponding policy recommendations based on the actual situation of our country. 
The policy recommendations include fully pushing forward the tax reform, controlling 
the scale of issuing treasury bonds, reasonably regulating the use of bond funds, building 
a sound social security system, reducing the expenditure of urban and rural residents, and 
strengthening the fiscal policy and monetary policy coordination, and etc. 
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